
INRE:

BEFORE
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AUGUST 30, 2012

Annual Review of Purchased Gas

Adjustment and Gas Purchasing Policies of

Piedmont Natural Gas Company,

Incorporated

) ORDER APPROVING

) PURCHASED GAS

) ADJUSTMENT AND GAS

) PURCHASING POLICIES

The above-captioned matter is before the Public Service Commission of South

Carolina ("Commission") concerning its annual review 1 of the Purchased Gas

Adjustment ("PGA") and gas purchasing policies of Piedmont Natural Gas Company,

Inc. ("PNG"). The South Carolina Office of Regulatory Staff ("ORS") is a party of

record in this proceeding under the provisions of S.C. Code Ann. § 58-4-10(B) (Supp.

2011). PNG and ORS (collectively the "Parties" or individually a "Party") entered into a

settlement agreement ("Settlement Agreement") which was filed with the Commission on

July 2, 2012.

The Commission conducted a formal hearing in this matter on July 12, 2012,

beginning at 10:30 a.m. in the hearing room of the Commission with the Honorable John

E. Howard, Chairman, presiding. Nanette S. Edwards, Esquire, appeared on behalf of

ORS. James H. Jeffries IV, Esquire, and Jeremy Hodges, Esquire, appeared on behalf of

PNG.

See Commission Order No. 88-294 dated April 6, 1988.
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At thehearing,anduponthemotion of theParties,the Commissionacceptedinto

the record the pre-filed direct testimonyof PNG witnessSarahE. Stableyand the pre-

filed direct testimonyand exhibits of PNG witnessesRobert L. Thornton and Keith P.

Maust, as well as the settlementtestimony of Mr. Thornton. The pre-filed direct

testimony and exhibits of ORS witness Daniel F. Sullivan and the pre-filed direct

testimonyof CareyM. Stites,asadoptedby ORSwitnessBrent Siresatthehearing,were

alsoacceptedinto therecord.

The Commissionacceptedinto evidencethe SettlementAgreementas Hearing

Exhibit No. 1. Mr. Thornton'sexhibits (RLT 1-2)andMr. Maust's exhibits(KPM 1-6)

wereenteredinto evidenceascompositeHearingExhibit No. 2. Mr. Sullivan's exhibits

(DFS 1-3)wereadmittedinto evidenceascompositeHearingExhibit No. 3.

At the hearing,PNG witnessThorntontestified to the endof periodbalancesin

andthe accountingfor PNG's deferredgascost account(Account#253.04)in orderto

permit the Commissionto determinethat PNG's true-up proceduresfor the period of

April 1, 2011, through March 31, 2012, or the "Review Period" have resulted in a

properly statedcostof gasandthat PNG's gascostsareproperlyrecordedin compliance

with PNG's gascostrecoverymechanismandhedgingplan. Thataccountingis setout in

compositeHearingExhibit No. 2. Mr. Thorntonalso statedthatORSauditedPNG's gas

cost accounting as part of this proceeding. Mr. Thornton also discusseda credit

adjustmentof $2,806,898madeto PNG's gascostsaccountsin March,2012whichdated

prior to 2008. According to Mr. Thornton, this adjustmentconsistedof $2,304,184in

supplierrefundsand $502,714in associatedinterest. Mr. Thorntonexplainedthat this
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adjustmentwasnecessitatedby thefailure to includethesesupplierrefundsin PNG's gas

cost deferredaccount(Account #253.04)and its gascost reportsarising from a prior

practiceof recording supplier refunds in a generalledgeraccount (Account #253.30)

separatefrom its gascostdeferredaccount.Mr. Thorntonfurther testifiedthat thefailure

to recordthesefunds in PNG's gascost deferredaccountwasmaskedasa result of the

monthly differential balancescreatedas a result of PNG's recordingof estimatedgas

costsin that accountandthesubsequenttrue-upof thoseestimates.

According to Mr. Thornton,asPNG's accountingpracticeshaveimprovedover

the lastseveralyears,themonthly differential balancesin its gascostsaccountfrom the

estimate/actualtrue-upprocesshavediminishedto the point thatthe imbalancein PNG's

gascost accountcausedby the mis-recordedsupplierrefundsbecameapparentto PNG.

A subsequentinvestigationby PNG revealedthe sourceof this imbalance.Finally, Mr.

Thorntontestified that ORS auditedPNG's HedgingDeferredAccount, which records

theresultsof its hedgingactivities undertakenin accordancewith its hedgingplan.This

account was created pursuant to Commission Order 2002-223, which led to the

implementationof PNG's experimentalnaturalgashedgingprogram.

PNG witness Stabley testified as to PNG's gas purchasingpolicies and the

componentsof the "best cost" gaspurchasingpolicy. Ms. Stableystatedthat PNG did

not implementanychangesin its "bestcost" gaspurchasingpolicies or practicesduring

the Review Period. Ms. Stabley also testified that the "best cost" purchasingpolicy

utilized by PNG hasbeenreviewedandfoundprudentonall occasionsin SouthCarolina

andtheotherstatejurisdictions in which PNGoperates.
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PNG witnessMaust testified that PNG servesapproximately135,000customers

in SouthCarolinaandthat,during thetwelve monthperiodendingMarch31,2012,PNG

delivered approximately25,264,000dekathermsof natural gas to its South Carolina

customers. Mr. Maust also explained the calculation of PNG customergrowth and

DesignDay needsand the processutilized by PNG to acquirenew capacity. PNG has

continuedto experiencea reduction in weathernormalizedusageper customerwhich

may be dueto the efficiency of new appliancesusedby customersaswell as increased

price awarenessandconservationefforts on thepart of customers.PNG andthenatural

gas industry have not seen evidencethat conservation/reducedusageoccurs during

DesignDay conditions. Mr. Maust alsotestified that PNG's hedgingplan continuedto

actasan insurancepolicy during theReviewPeriodto reducegascostvolatility to South

Carolina customerspurchasing gas from PNG. PNG's South Carolina customers

incurredanet economiccostof $1,101,308asa result of PNG's hedgingplanduring the

ReviewPeriod.

In his settlement testimony, PNG witness Thornton testified that, following

extensivereview, examination,and discussionsbetweenPNG andthe ORS,bothparties

agreedto eachof the mattersstipulatedin the SettlementAgreement. The Settlement

Agreementis offeredby all partiesasa fair, reasonable,andfull resolutionof all issuesin

this proceedingassignifiedby all partiesbeingsignatoriesto the SettlementAgreement.

ORS witness Sullivan testified that ORS had performed an examinationof PNG's

deferredaccount#253.04for theReviewPeriodandbaseduponthat examinationit is the

opinion of ORS that account #253.04 is accuratelystated and that the balanceof
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$482,118fairly representsPNG's under-collectionbalanceasof March 31, 2012. On

questionsby the Commission,Mr. Sullivan also confirmed that PNG had correctly

calculatedthe interestdue on supplierrefundsthat were subjectto adjustmentin PNG

Account#253.04.

ORSwitnessSirestestified,in his adoptedtestimony,that PNGhadadequatefirm

suppliesto meet its firm customerrequirements;is continuingits attemptsto getthe best

terms availablein its negotiationswith suppliers;hasusedthe spotmarket to purchase

suppliesfor periodsof onemonthor less;andmanagedits hedgingactivitiesin a manner

consistentwith the terms of its approvedhedgingprogram during the ReviewPeriod.

Mr. Sires also testified that ORS had no recommendedchangesto PNG's hedging

programat this time.

The July 2, 2012, SettlementAgreementreflectedthe Partiesagreementthat: (i)

PNG's gaspurchasingpolicies and practicesduring the ReviewPeriodwerereasonable

and prudent; (ii) PNG properly adheredto the gascost recoveryprovisions of its gas

tariff and relevantCommissionordersduring the ReviewPeriod;(iii) PNG managedits

hedging program during the Review Period in a reasonableand prudent manner

consistentwith Commissionorders; and (iv) the end-of-periodbalancesfor PNG's

hedging and deferredgascost accountsare those reflected in the testimonyof ORS

witnessSullivan.
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NOW, THEREFORE,basedupon the foregoing,IT IS HEREBY DECLARED

AND ORDEREDTHAT:

1. Thepre-filed direct testimonyof PNG witnessSarahE. Stabley,thepre-

filed direct testimonyand exhibits of PNG witness Keith P. Maust, and the pre-filed

direct testimonyand exhibits and the settlementtestimonyof PNG witnessRobert L.

Thorntonareacceptedinto therecordwithout objection.

2. The pre-filed direct testimony and exhibits of ORS witness Daniel F.

Sullivanandthepre-filed directtestimonyof ORSwitnessCaryM. Stites,asadoptedby

ORSwitnessBrent Sires,areacceptedinto therecordwithout objection.

3. The SettlementAgreement(Order Exhibit No. 1) is acceptedinto the

recordand incorporatedinto and madepart of this Orderby referenceand,basedupon

the testimonyandexhibitspresentedat thehearingof this matter,it is found to be in the

public interestandconstitutesareasonableresolutionof the issuesin this proceeding.

4. PNG's gaspurchasingpolicies and practicesduring the Review Period

werereasonableandprudent.

5. PNG properlyadheredto the gascostrecoveryprovisionsof its gastariff

andrelevantCommissionordersduringtheReviewPeriod.

6. PNG managedits hedging program during the Review Period in a

reasonableandprudentmannerconsistentwith Commissionorders.

7. The end-of-periodbalancesfor PNG's hedging and deferredgas cost

accountsarethosereflectedin thetestimonyof ORSwitnessDanielF. Sullivan.
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8. This Ordershall remain in full forceand effectuntil furtherOrderof the

Commission.

BY ORDEROFTHE COMMISSION:

DavidA. Wright, Chairman

ATTEST:

.,4 y c vic n
(SEAL)
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BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2012-4-G

IN RE:

Annual Review of Purchased Gas )

Adjustment and Gas Purchasing )
Policies of Piedmont Natural Gas )

Company, Incorporated )

SETTLEMENT AGREEMENT

This Settlement Agreement is made by and among the South Carolina Office of

Regulatory Staff ("ORS") and Piedmont Natural Gas Company, Inc. ("PNG") (collectively

referred to as the "Parties" or sometimes individually as a "Party").

WHEREAS, by the Public Service Commission of South Carolina ("Commission") Order

No. 88-294, dated April 6, 1988, the Commission instituted an annual review of PNG's

Purchased Gas Adjustment and Gas Purchasing Policies. Additionally, in Order No. 2002-223,

dated March 26, 2002, in Docket No. 2001-410-G, the Commission required PNG to fiie regular

reports on the status of the hedging program and the results of its hedging activities. In the

above-captioned proceeding the review period is April 1, 2011 through March 31, 2012

("Review Period");

WHEREAS, the Parties to this Settlement Agreement are the only parties of record in the

above-captioned docket. There are no other parties of record in the above-captioned proceeding;

WHEREAS, the Parties have engaged in discussions to determine if a settlement of this

proceeding would be in their best interest and in the public interest;
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WHEREAS, following those discussions the Parties have each determined that their

interests and the public interest would be best served by settling the above-captioned case under

the terms and conditions set forth below:

1. The Parties agree to stipulate into the record before the Commission the pre-filed

direct testimony of Sarah E. Stabley and the direct testimony and exhibits of PNG witnesses

Keith P. Maust and Robert L. Thornton (including the errata version of pages 2 and 3 of Mr.

Thornton's testimony), without objection, change, amendment, or cross-examination by the

Parties unless such is mutually agreed upon. PNG will present its witnesses at the hearing and

Robert L. Thornton will testify in support of this Settlement Agreement.

2. The Parties agree to stipulate into the record before the Commission the pre-filed

direct testimony and exhibits of ORS witness Daniel F. Sullivan and the pre-filed direct

testimony of ORS witness Carey M. Stites, without objection, change, amendment, or cross-

examination by the Parties unless such is mutually agreed upon.

at the hearing.

3.

ORS will present its witnesses

The Parties further agree that with the stipulated testimony of record and the

agreement of the Parties regarding the review period activity and end-of-period account

balances, the heating record before the Commission will conclusively demonstrate the following:

(i) PNG's gas purchasing policies and practices during the Review Period were reasonable and

prudent; (ii) PNG properly adhered to the gas cost recovery provisions of its gas tariff and

relevant Commission orders during the Review Period; (iii) PNG managed its hedging program

during the Review Period in a reasonable and prudent manner consistent with Commission

orders; and, (iv) the end-of-period balances for PNG's hedging and deferred gas costs accounts

are those reflected in the testimony of ORS witness Daniel F. Sullivan.
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4. The Parties agree to cooperate in good faith with one another in recommending to

the Commission that this Settlement Agreement be accepted and approved by the Commission as

a fair, reasonable and full resolution of the above-captioned proceeding. The Parties agree to use

reasonable efforts to defend and support any Commission order issued approving this Settlement

Agreement and the terms and conditions contained herein.

5. The Parties agree that by signing this Settlement Agreement, it will not constrain,

inhibit or impair their arguments or positions in future proceedings. If the Commission should

decline to approve the agreement in its entirety, then any Party desiring to do so may withdraw

from the agreement without penalty.

6. This agreement shall be interpreted according to South Carolina law.

7. Each Party acknowledges its consent and agreement to this Settlement Agreement

by authorizing its counsel to affix his or her signature to this document where indicated below.

Counsel's signature represents his or her representation that his or her client has authorized the

execution of the agreement. Facsimile signatures and e-mail signatures shall be as effective as

original signatures to bind any party. This document may be signed in counterparts, with the

various signature pages combined with the body of the document constituting an original and

provable copy of this Settlement Agreement.

[SIGNATURE PAGE FOLLOWS]

3



Order Exhibit No. i
Docket No. 2012-4-G

Order No. 2012-629

August 30, 2012
Page 4 of 5

WE AGREE:

Representing and binding the Office of Regulatory Staff

Nanette S. Edwards, Esquire

South Carolina Office of Regulatory Staff

1401 Main Street, Suite 900

Columbia, South Carolina 29201

Tel.: (803) 737-0800

Fax: (803) 737-0895

Email: nsedwar@regstaff.sc.gov
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WE AGREE:

Representing and binding Piedmont Natural Gas Company, Inc.

_,mosH._o,. rV.E,q_,\\
Moore & V"an Allen, PLLC "

100 North Tryon Street, Ste. 4700
Charlotte, NC 28202
Phone: 704-331-1079

Fax: 704-339-5879

Email: jimjeffries@mvalaw.com


